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Abstract. The Energy Policy Act of 2005 (P.L. 109-58), enacted on August 8, 2005, expanded some of 
the existing tax subsidies for the oil and gas industry and created several new ones. The oil and gas tax 
incentives in EPACT05 were added on top of several existing special tax subsidies for oil and gas. The 
industry also benefits from provisions of current tax law that are not strictly tax subsidies (or tax expenditures) 
but that nevertheless provide advantages for and reduce effective tax rates of the oil and gas industry. The 
remainder of this report discusses these tax provisions in detail. The first section, below, discusses the 
origin and evolution of the oil and gas tax subsidies that were incorporated into the 2005 act. The second 
section summarizes each of the oil and gas tax subsidy provisions in the 2005 energy act and reports its 
corresponding revenue loss estimate. Section three describes other oil and gas tax subsidies, those that 
existed before EPACT05 and were generally not affected by it. The final section describes several tax 
provisions that benefit the oil and gas industry; these are not tax subsidies per se - they are not considered 
to be tax expenditures - but are deemed by some observers to confer excessive (or unfair) benefits for the industry. 
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Oil and Gas Tax Subsidies: 
Current Status and Analysis 



Summary 

The CLEAN Energy Act of 2007 (H.R. 6) was introduced by the House 
Democratic leadership to revise certain tax and royalty policies for oil and natural gas 
and to use the resulting revenue to support a reserve for energy efficiency and 
renewable energy. Title I proposes to repeal certain oil and natural gas tax subsidies, 
and use the resulting revenue stream to support the reserve. The Congressional 
Budget Office (CBO) estimates that Title I would repeal about $7.7 billion in oil and 
gas tax subsidies over the 10-year period from 2008 through 2017. In House floor 
debate, opponents argued that the cut in oil and natural gas subsidies would dampen 
production, cause job losses, and lead to higher prices for gasoline and other fuels. 
Proponents counterargued that record profits show that the oil and natural gas 
subsidies were not needed. The bill passed the House on January 18 by a vote of 
264-123. This report presents a detailed review of oil and gas tax subsidies, 
including those targeted for repeal by H.R. 6. 

The Energy Policy Act of 2005 (EPACT05, P.L. 109-58) included several oil 
and gas tax incentives, providing about $2.6 billion of tax cuts for the oil and gas 
industry. In addition, EPACT05 provided for $2.9 billion of tax increases on the oil 
and gas industry, for a net tax increase on the industry of nearly $300 million over 1 1 
years. Energy tax increases comprise the oil spill liability tax and the Leaking 
Underground Storage Tank financing rate, both of which are imposed on oil 
refineries. If these taxes are subtracted from the tax subsidies, the oil and gas 
refinery and distribution sector received a net tax increase of $1,356 million ($2,857 
million minus $1,501 million). 

EPACT05 was approved and signed into law at a time of very high petroleum 
and natural gas prices and record oil industry profits. The House approved the 
conference report on July 28, 2005, and the Senate on July 29, 2005, clearing it for 
the President’s signature on August 8 (P.L. 109-58). However, the tax sections 
originated in thel06 lh Congress, with its effort in 1999 to help the ailing domestic oil 
and gas producing industry, particularly small producers, deal with depressed oil 
prices. Subsequent price spikes prompted concern about insufficient domestic energy 
production capacity and supply. All the early bills appeared to be weighted more 
toward stimulating the supply of conventional fuels, including capital investment 
incentives to stimulate production and transportation of oil and gas. 

In addition to the tax subsidies enacted under EPACT05, the U.S. oil and gas 
industry qualifies for several other targeted tax subsidies (FY2006 revenue loss 
estimates appear in parenthesis): (1) percentage depletion allowance ($1 billion); (2) 
expensing of intangible drilling costs for successful wells and non-geological and 
geophysical costs for dry holes, including the exemption from the passive loss 
limitation rules that apply to all other industries ($1.1 billion); (3) a tax credit for 
small refiners of low-sulfur diesel fuel that complies with Environmental Protection 
Agency (EPA) sulfur regulations ($ 50 million); (4) the enhanced oil recovery tax 
credit ($0); and (5) marginal oil and gas production tax credits ($0). 
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